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THE YEAR IN BRIEF 
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HIGHLIGHTS OF 1970 


March 22 — The company announced it had sold 

its oil well casing production facilities to Lone Star 

Steel Company. 

March 23 — P. Goff Beach, president of Oscar Mayer 

& Co., and Delbert L. Mills, senior executive vice 
president, RCA, (now retired), were elected to the A. O. 
Smith board of directors. 

April 21 — The Meter Systems division announced it had 
obtained several large orders for service station 

pumps and other equipment to be used to dispense 
non-leaded gasoline. 

June 15 — Armor Elevator Canada Limited moved into 

a new 150,000 square foot building near Toronto, Canada. 
June 25 — A. O. Smith filed with the Securities and 
Exchange Commission a registration statement covering 
a public offering of $35 million of sinking fund 
debentures due July 1, 1995. The debentures were 
completely sold out when offered on July 21. 

September 13 — Armor Elevator Company, Inc. 
purchased a 185,000 square foot building in Louisville, 
Kentucky, to expand its elevator control manufacturing 
facilities. 

September 15 — A. O. Smith Meter Systems 

GmbH, a subsidiary, was formed in Hamburg, Germany, 
to produce petroleum meters for distribution in the 
Common Market. 

September 25 — A. O. Smith-Inland Inc. announced it 
would phase out its plastic parts manufacturing plant 
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(1) Excludes extraordinary net gain of $2,146,000 or $.87 
per share on 1970 business dispositions. 


in lonia, Michigan, by July 1971, unless a buyer could be 
found before then. 

September 25 — A. O. Smith announced it had to lay off 
several thousand production workers in Milwaukee, 
Wis., and Granite City, Ill., because of the General 
Motors strike. 

September 29 — Armor Elevator Canada Limited 
announced it had acquired the Guardian Elevator 
Company of Montreal and Acadian Elevators & Machine 
Works Ltd. of Fabreville, Quebec. 

November 24 — A. O. Smith Corporation Of Texas 
began installation of a 30,000 ton press—one of the 
largest hydraulic presses in the world—to shape 

steel into 40 foot lengths of line pipe. 

November 30 — Employees in Milwaukee and Granite 
City were recalled to work with the end of the 

General Motors strike. 

December 1 — The Consumer Products division 

began marketing food waste disposers — an entirely 
new line of products for A. O. Smith. 

December 30 — Armor Elevator Company, Inc. 
acquired the Golden Gate Elevator Co., Inc., in San 
Francisco, California. 

December 31 — The company had record sales 

for 1970 of $413,098,000 with earnings of $7,287,000, or 
$2.95 per share, before extraordinary gains of 
$2,146,000, or $.87 per share. 
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LETTER TO STOCKHOLDERS 


While sales increased appreciably in 1970, a number 
of adverse factors, mostly temporary, affected our 
results for the year. The lengthy U.A.W. strike against 
General Motors had the greatest impact, but fortunately 
we are again producing at a high level for this 
important customer and the outlook for the automotive 
business is good. 


We are pleased that a number of our businesses had 
increasing sales and profits for 1970 in the face of 
difficult conditions during the year. Sales passed the 
$400 million mark for the first time. This is in part 
a reflection of continuing efforts to improve the balance 
between our businesses so that no single operation 
will be dominant. New businesses, new products and 
new markets, as well as increasing our share of 
markets we already serve, all contributed to this result. 
The sales of the Electric Motor division, Meter Systems 
division and A. O. Smith Harvestore Products, Inc., 
were at all-time highs in 1970. 


To summarize, profits before extraordinary items 
were $7,287,004, or $2.95 per share, compared to 
$14,559,501, or $5.84 per share, in 1969; and sales were 
$413,097,543, compared to $354,518,304 in 1969. 


Another highlight of the year occurred in July when the 
company realized proceeds from the sale of $35 
million in 10% per cent sinking fund debentures in order 
to generate the necessary funds for an extensive 
capital expenditure program. These investments must be 
made to fully realize our growth opportunities and 
to further strengthen our competitive position. 


During the year, we invested in a number of programs 
for these purposes. For example, two new elevator 
manufacturing facilities were acquired, one outside of 
Toronto, Ontario, and the other in Louisville, Kentucky. 
Heavy expenditures were made in the automotive 
frame business to increase efficiency as well as to 
prepare for new model production. It was also necessary 
to make major additions to production capacity at 
plants in Tipp City, Ohio and Mt. Sterling, Kentucky, so 
as to meet market demand for our electric motors. 


Considering the many other replacement and 
improvement programs, total capital expenditures 


‘s O.Smith has the he 
ant 


exceeded any prior year in our history. In addition, at 
year end our Armor Elevator subsidiary acquired 
Golden Gate Elevator Co., Inc. in San Francisco to give 
us a stronger position in this major market. 


A number of promising new products came to the 
market during the past year. These included sleeve 
bearing electric motors, redesigned Clark TM starters, a 
line of food waste disposers, a small Harvestore®, and 
Silver Thread™ pipe introduced by our affiliate, 

A. O. Smith-Inland Inc. 

In addition to the strike at General Motors, which 
resulted in our operating at a loss in the fourth quarter, 
there were other factors that adversely affected 
1970 profits, as compared to 1969. We had a loss at 
A. O. Smith Corporation Of Texas, an affiliate, because 
of a poor line pipe market, high costs associated 
with a capital improvement program and the 
discontinuation of the manufacture of bomb casings. 
The market outlook for line pipe remains soft, and 
we are giving a lot of careful attention to this situation. 
Other conditions that affected earnings in 1970 
included a swing in interest income versus interest 
expense and model changeover costs in our 
Automotive division. 

A. O. Smith-Inland Inc. was not profitable in 1970, and 
in September it was announced that there would be 
a phase-out of operations at its lonia, Michigan, plastic 
parts plant. Recently, however, an agreement 
was reached to sell this operation to General Tire 
& Rubber Company. 


We took another action in 1970 that will remove us 
from a product line which we concluded could not 
meet our profit objectives. Early in the year A. O. Smith’s 
oil well casing facilities were sold to Lone Star 
Steel Company. 

Two highly regarded business leaders were elected 
to the company’s board of directors during the year, 
P. Goff Beach, president of Oscar Mayer & Co., 
and Delbert L. Mills, retired senior executive vice 
president of RCA. F. Shepard Cornell, a member of our 
board for 15 years, retired during the year, and we 
express the thanks of many for the devotion and service 
he has given to A. O. Smith. 


L. B. Smith, left, 
and U. T. Kuechle 


We are in some exciting growth markets, some of 
which are described in another section of this report. 
We have well engineered and reliable products, and 
new ones coming on stream. We have, or are prepared 
to invest in improved production capacity. Most 
importantly, however, we have an outstanding group of 
people within A. O. Smith capable of taking advantage of 
the opportunities that are available. We are optimistic 
that the economy in 1971 will allow us to capitalize 
on these conditions. 


eee 
Kk. Bev LA_ 


Chairman and Chief Executive Officer 


YY Kolo 


President 


A sleeve bearing motor and the most compact motor 
starter on the market were among new products introduced 
in 1970 by A. O. Smith. 


OPERATIONS REVIEW 


Several operating units of A. O. Smith turned in 
outstanding performances in 1970, setting sales and 
orofit records. For the corporation as a whole, sales 
in 1970 of $413,098,000 are an all time high. Most of the 
sales increase is the result of the acquisitions 
made in 1969. But several divisions obtained significant 
new business in the face of the general slowdown 
experienced by most segments of the economy in 1970. 

The slowdown of the economy, and the United Auto 
Workers’ strike against General Motors, presented 
A. O. Smith with some difficult situations in 1970. These 
factors, together with a major model changeover in 
the Automotive division, a swing in interest income 
versus interest expense between 1969 and 1970, plus 
losses at the A. O. Smith Corporation Of Texas and at 
A. O. Smith-Inland Inc., lowered profits in 1970 from 
1969 record highs. 

However, certain conditions causing the lower profits 
were temporary in nature and, as the economy recovers, 
a return to better profit levels is expected in 1971. 


TRANSPORTATION 


A. O. Smith operating units serving the transportation 
market faced difficult conditions in 1970. 

Both profits and sales in the Automotive division were 
reduced because of the General Motors strike. 
General Motors is A. O. Smith’s largest customer and 
the two-month strike drastically reduced production in 
the company’s two frame manufacturing plants. 
The Granite City, Illinois, plant was closed for 
nine and one-half weeks, while the Milwaukee plant 
continued to operate, but at a greatly reduced level, 


supplying truck frames and other parts to the company’s 
other customers. The Automotive division continued to 
manufacture frames for two weeks after the strike started 
on September 14, and this allowed an immediate 
resumption of shipments to GM when the strike ended 

on November 20. 

Prior to the strike, the Automotive division had a good 
year, increasing sales of both control arms and 
truck frames, and completing the smoothest major model 
changeover in the division’s history. 

Several auto industry spokesmen have predicted 
a good year for automobile sales in 1971 and A. O. Smith 
projections confirm this outlook. The introduction of 
the mini cars in 1970 should have little effect on A. O. 
Smith’s frame business (see page 26). 

A. O. Smith Corporation Of Texas, a 50%-owned 
affiliate, operated at a loss in 1970. This was caused by 
lower sales due to a soft line pipe market and higher 
than expected start-up costs associated with the 
installation of a new line pipe welding process. Increased 
foreign competition and restrictive government 
regulations affecting customers make the outlook for this 
business uncertain. However, A. O. Smith Of Texas 
has the most modern production process in the U. S. and 
will continue an aggressive sales program aimed at 
obtaining a larger share of the U. S. market. 

Sales of the Railroad Products division increased in 
1970 over 1969, primarily because of increasing 
shipments of large structural signs used in an automobile 
dealer identification program. 

A. O. Smith-Inland Inc., a 50%-owned affiliate, 
announced in 1970 that it planned to close the lonia, 
Michigan, plant. The plant manufactures glass reinforced 
plastic parts mainly for the automotive industry and 
has been operating at a loss. Early in January 1971, it 
was announced that an agreement in principle had been 
reached to sell the lonia plant to General Tire & 

Rubber Co. The sale was completed on January 31, 1971. 

The Powder Metallurgy division of A. O. Smith-Inland 


produced a new alloy powder during 1970. This low 
alloy manganese nickel molybdenum powder can be 
used for either forged or compacted parts and should 
have wide application in the automotive and farm 
equipment industries. Sales in the division were hurt in 
1970 by the slowdown of the economy and by the 
General Motors strike. 


ELECTRICAL 


Sales of the Electric Motor division increased 20% 
in 1970 over 1969 and set an all time record for the 
division. A. O. Smith motors are winning a bigger and 
bigger share of the growing air conditioning and 
refrigeration market. Even greater penetration of the air 
conditioning market is expected with the introduction 
in 1970 of a new line of fractional horsepower sleeve 
bearing motors. 

The expansion program in the Electric Motor division 
continued in 1970 with the completion of an 85,000 
square foot building addition in Tipp City, Ohio, plus 
extensive machinery additions at both Tipp City 
and Mt. Sterling, Kentucky. With the installation of the 
automatic sleeve bearing motor test line in Tipp City, 
the Electric Motor division has one of the most modern 
electric motor production facilities in the world. 

In England, Bull Motors Limited, an A. O. Smith 
subsidiary, added production of hermetic motors in 1970. 
These are the same type A. O. Smith motors being 
produced in the U. S. They are being sold to customers 
for use in the rapidly growing European air conditioning 
and refrigeration markets. 

Sales of the Clark Control division in 1970 were below 
1969 levels, because many customers cut back on 
capital expenditure programs. The division continued its 
program of new product development and redesign 
and during 1970, Clark introduced a new line of motor 
starters and contactors, the most compact starters 
now on the market. 

The Pulsar,™ a static DC motor drive, introduced in 


Thousands of A. O. Smith service station pumps were sold in 
1970 for use by major oil companies to dispense lead-free 
gasoline. A. O. Smith engineers designed a massive die-quench 
machine to water-cool truck side rails, up to 40 feet in length, 
insuring light weight but high strength. Engineers at the Meter 
Systems division check aircraft refueling valves on a highly 
sophisticated test stand constructed during 1970. 


1969 by Clark, was well received by customers in 1970. 
Typical orders have come from plastic parts 
manufacturers, wire and cable manufacturers, machine 
tool manufacturers and a major tire producer, all 

of whom require highly reliable motor speed controls. 

A. O. Smith’s Electronic Systems division, which 
manufactures automated fuel handling systems, was 
merged with the Meter Systems division in 1970, in order 
to unify engineering and marketing programs. 


PETROLEUM 


Several large orders for service station equipment to 
be used to dispense non-lead and low-lead gasoline 
helped the Meter Systems division set a sales record in 
1970, although this program was reduced toward 
the end of the year. In September, the division began 
manufacturing its new line of industrial meters, which will 
be marketed to the chemical processing industry. 

The division completed construction of a highly 
sophisticated aircraft refueling test stand during 1970, 
at its plant in Erie, Pennsylvania, which gives 
A. O. Smith the opportunity to obtain a larger share of the 
airport refueling valve and meter market. This market 
is expanding because most of the world’s major airports 
must install equipment able to handle the new jumbo 
aircraft, including the 747. A. O. Smith is already 
supplying the valves for this program at Kennedy 
International Airport in New York. 

A. O. Smith established a new subsidiary in Germany 
in 1970 to produce the company’s line of petroleum 
meters. A. O. Smith Meter Systems GmbH began 


A. O. Smith added to its line of swimming pool heaters in 1970 
with a uniquely designed round heater approved by the 
American Gas Association for outdoor installation. In Canada 
in 1970, Armor Elevator Canada Limited opened a new 
150,000 square foot manufacturing plant. 


operations in a plant in Hamburg, Germany, in 
September, assembling 2, 3 and 4 inch petroleum meters 
for distribution in the Common Market. 

Early in 1970, the company announced it had sold its 
oil well casing production facilities to Lone Star 
Steel Company. The long range outlook for sales and 
profits of this product line did not meet corporate 
objectives, particularly in view of limited participation in 
a specialized portion of the oil well casing market. 

The Reinforced Plastics division of A. O. Smith-Inland 
Inc., located in Little Rock, Arkansas, introduced a 
new piping system in 1970 named Silver Thread, and 
expanded the size ranges of its existing lines. The 
new pipe is used in chemical and industrial plants and oil 
fields where pipe is subjected to high temperatures, 


corrosive conditions and constant exposure to the sun. 
The division also recorded the best year in its history 


in 1970, setting new sales records. 


BUILDING 

Armor Elevator Company, Inc., a subsidiary, expanded 
along several fronts in 1970. In Canada, a new 150,000 
square foot plant was constructed to house the 
headquarters and main manufacturing facilities of Armor 
Elevator Canada Limited. The Canadian elevator 
operation changed its name in 1970 from Horn Elevator 
to Armor to provide a more uniform marketing approach 
throughout North America. Also in Canada, Armor 
acquired the Guardian Elevator Company Limited of 
Montreal and Acadian Elevators & Machine Works Ltd. 
of Fabreville, Quebec. 

In the U. S., Armor purchased a 185,000 square foot 
building in Louisville, Kentucky, to expand its elevator 


control manufacturing division. And at year end, Armor 
acquired the Golden Gate Elevator Co., Inc., in San 
Francisco, California, to give the company a stronger 
position in the fifth largest elevator market in the U. S. 
Prior to the acquisition, Armor and Golden Gate had 
been working jointly on a $1.1 million contract to build 
and install passenger elevators for the San Francisco 
Bay Area Rapid Transit System. 

Sales of A. O. Smith water heaters continued to 
increase during 1970. The Consumer Products division 
introduced several new water heating products 
during the year, including a new residential electric water 
heater which was the first on the market designed 
and built to meet the standards recommended by the 
electric utility industry’s Edison Electric Institute. 

A new swimming pool heater with a unique round design, 
which is approved by the American Gas Association 
for outdoor installation, was also introduced. 

In an entirely new market, A. O. Smith introduced in 
1970 a complete line of residential food waste disposers. 
The company began marketing seven models, ranging 
in price from less than $50 to more than $100. The 
disposers, which have unique design characteristics, will 
be distributed through the more than 600 plumbing 
wholesalers who already handle A. O. Smith 
water heaters. 


AGRICULTURAL 

A. O. Smith’s expanded role in agriculture was 
evident in 1970 as the company continued its leadership 
in farm feeding systems technology. 

A. O. Smith Harvestore Products, Inc., a subsidiary, 
increased its sales for the ninth straight year in 1970, 
with nearly 40% of the sales to customers who already 
Own one or more Harvestores. During 1970, the 
subsidiary introduced a 14 x 32 foot structure which uses 
a newly designed breather system. This new “mini” 
Harvestore, which it has been labeled for marketing 
purposes, will be aimed at the small farmer and at bigger 


farmers who may want to make a smaller investment 
while trying their first Harvestore system. In addition, the 
design of the mini Harvestore makes it more practical 
for tenant farmers to purchase the structure and 
then take it with them if they move. 

Howard Harvestore Ltd., an affiliate of A. O. Smith 
Harvestore Products, Inc., expanded its operations 
in 1970 by selling Harvestore systems in such countries 
as Japan, Australia, Italy and Brazil as it integrated 


Harvestore dealers around the world into its organization. 


Advanced Feeding Systems, Inc., acquired by 
Harvestore Products in early 1970, became the Advanced 
division during the year, fully integrating its belt 
feeders, mills, conveyors and weighers with the 
Harvestore system. 

Layne & Bowler Pump Company, another subsidiary, 
established a national marketing organization in 
1970 for its Raincat® irrigation system. New dealers, 
many of them part of the Harvestore dealer organization, 
were acquired in all parts of the U. S. Raincat sales, 
while still small, have great potential and should expand 
as financing eases for land development and as more 
and more dealers are brought into the organization. 

AgriStor Credit Corporation played an important role 
in supplying some of the financing required to 
support the sales growth of Raincat, and AgriStor 
continues its important role in support of Harvestore 
sales. Lower interest rates during the last three 
quarters of 1970 helped AgriStor significantly increase 
its profits. 


EMPLOYEE RELATIONS 

The company employed the highest number of people 
in its history during 1970, with average employment 
reaching 16,008 persons. During 1970, the company 
negotiated seven labor agreements covering 1,750 
employees. There was one strike, of less than two weeks 
duration, at the Armor Elevator plant in New York. 

Three labor agreements at the Granite City, Illinois, 


Marketing of an entirely new product, food waste disposers, 
was begun by A. O. Smith in 1970. A new small Harvestore, 
designed to open new markets for A. O. Smith Harvestore 
Products, Inc., was introduced in 1970. 


frame plant were scheduled for negotiation in 1970, 

but this was delayed because of a change in bargaining 
units at that plant. The United Auto Workers, through 

a National Labor Relations Board election, replaced the 
International Brotherhood of Boilermakers as the 
collective bargaining agent for Granite City’s plant 
maintenance and production workers. 

During 1971, 21 contracts of the company or its 
subsidiaries (including three at Granite City and seven 
at Milwaukee) expire, covering approximately 
9,900 employees. 
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SALES AND EARNINGS BY LINE OF BUSINESS 


($ Millions) 
Sales Earnings 
$ % $ % 

1970 1969 1970 1969 1970 1969 1970 1969 
TRANSPORTATIONS are phe eee eee 180.7 205.6 4 54 3.9 19.9 16 55 
Automobile and truck frames, automotive components, 
railroad equipment and line pipe. 
ELECTRIC ALS i otk ater ere ee en Pe note 82.4 70.2 19 19 6.5 SHS) 26 WS 
Electric motors, electrical controls and drive systems. 
PETROLEUM teeter te cers eet er a eared eee Bil 2 41.6 12 11 4.8 Bis) 20 9 


Meter systems, valves, gasoline pumps, oil well casing and 
reinforced plastic pipe. 


BUILDING oo wernt, se pa oe tee a ee a eee eee Vile® 31.3 18 8 5.3 4.2 22 12 
Water heaters, heating equipment and passenger and 
freight elevators. 


AGRICULTURAL teens cee ot ine ee ee eee 47.0 30.8 10 8 3.9 3.0 16 9 
Livestock feed storage, handling and feeding systems, 
vertical turbine pumps and irrigation equipment. 


439.1 379.5 100, 100_ 24.4 35.9 _ 100 100_ 
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Notes: The proportionate equity in sales and pre-tax earnings of affiliated companies has been included. Businesses acquired 
during 1969 and 1970 are included from dates of acquisition. Information relative to the bomb casing business, formerly 
operated by an affiliated company, has been excluded. 


Earnings of $24.4 and $35.9 million are before income taxes, extraordinary items and unallocated corporate expense. 
Consolidated pre-tax earnings of $17.9 and $30.1 million exclude extraordinary items. 
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SALES 


Sales of A. O. Smith Corporation and its consolidated 
subsidiaries reached a record $413,098,000 in 1970, 
an increase of 17% over 1969 sales of $354,518,000. 
Major gains in sales in several of the company’s divisions 
and subsidiaries, plus the sales of businesses acquired 
in 1969, more than offset a decline in sales in the 
Automotive division caused by the United Auto Workers’ 
union strike against General Motors Corporation. The 
distribution of sales by the company’s major divisions 
and subsidiaries in 1970 and 1969 was as follows: 


$ In Millions 
1970 1969 

Automotive. ciunathod « Sites deme tie ce eens $154 $176 
Electric Motors (including Bull Motors 

Limited) "ass 2% itis, alive Sars ela eee eee 59 45 
Armor Elevator Company, Inc. and Armor 

Elevator Canada Limited .......... 43 0 
Consumer Products (water heating 

equipment) ica). Mme ea ert 34 31 
A. O. Smith Harvestore Products, Inc. . 34 29 
Meter. Systems... eteranae tenuate ners 27 19 
Electrical Controls (including 

Canadian Controllers Ltd.) ......... 24 25 
Oil Well, Gasing? is sccerern <csnuate anes 21 20 
Layne & Bowler Pump Company ...... 11 fs 


Sales of acquired businesses are included from their 
date of acquisition in 1969. Total estimated 1969 
sales of Bull Motors Limited, Armor Elevator Company, 
(including Armor Elevator Canada Limited), and Layne 
& Bowler Pump Company (the companies acquired in 
1969) were $3, $32, and $11 million respectively. 
International sales in 1970 were $34 million, or 8% of 
the company’s consolidated sales. Of this total, 
$27 million was produced by the company’s operations 
located outside of the United States, with the remainder 
being exported from U. S. plants. 


EARNINGS 


Earnings for the full year, excluding a net 
extraordinary gain, were $7,287,000, or $2.95 per share, 


NET EARNINGS AS % OF SALES AND MILLIONS 
PERCENT AS % OF AVERAGE STOCKHOLDERS’ EQUITY OF DOLLARS 


= = —— 24 


CAPITAL EXPENDITURES & DEPRECIATION eS 


CAPITALIZATION 
OF DOLLARS STOCKHOLDERS’ EQUITY AND LONG TERM DEBT 


250 | ae = 


66 67 68 69 70 66 
M@ PERCENT OF AVERAGE STOCKHOLDERS’ EQUITY O Extraordinary Items 
PERCENT OF SALES 


@ EXPENDITURES 
DEPRECIATION 


compared with $14,560,000 or $5.84 per share in 1969. 
The net extraordinary gain was comprised of a gain 

on the sale of the company’s oil well casing facilities to 
Lone Star Steel Company early in 1970, and provisions 
for losses related to the discontinuance of a product 
line of the Railroad Products division and the sale of the 
molded reinforced plastics business of A. O. Smith- 
Inland Inc., an affiliate. Net earnings, including the 
extraordinary gain, were $9,433,000, or $3.82 per share. 
The provision for taxes was $8,900,000 in 1970, and 
$15,200,000 in the prior year. The effective tax rates in 
1970 and 1969 were 50% and 51%, respectively. 


The decline in earnings in 1970 was attributable to 
three conditions that occurred during the year: 


e The impact of the United Auto Workers’ union 
strike against General Motors Corporation, coupled 
with learning costs related to the new model 
changeover in the Automotive division. 


e Losses at A. O. Smith Corporation Of Texas, an 
affiliate company, caused by lower sales of line 
pipe, higher than anticipated costs associated 
with installing a new line pipe welding process and 
discontinuance of the manufacture of bomb casing. 


e An increase in interest expense associated 
with our new long-term debt and a decline in 
interest income. 


For the fourth quarter of 1970, the company had 
an operating loss of $800,000, or $.32 per share. Net 
earnings were $3,886,000, or $1.57 per share in the 
similar period last year. 


DIVIDENDS 


Dividends paid on common stock amounted to 
$3,457,000 in 1970 and $3,494,000 in 1969. The dividends 
paid were $1.40 per share in both years. Dividends 
have been paid in each year since 1940. Certain of the 
company’s long-term debt agreements contain provisions 
which limit the amount available for payment of cash 
dividends. The amount of retained earnings available for 
dividends under the most restrictive of these provisions 
was $14,500,000 at December 31, 1970. 


WORKING CAPITAL 


Working capital totalled $95,400,000 at year end 1970. 
At December 31, 1969, working capital amounted to 
$74,424,000. Current assets were 2.5 times current 
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liabilities at December 31, 1970, compared with 2.1 last 
year. A statement setting forth the source and use 

of working capital for the years 1970 and 1969 is shown 
on page 16. 


CAPITAL EXPENDITURES 


During 1970, a record $23,267,000 was invested in 
improvements and expansion of facilities. Capital 
expenditures amounted to $16,275,000 in the previous 
year. It is anticipated that the large expenditures made in 
the Electric Motor and Armor Elevator segments of 
the company will make an important contribution to the 
future progress of these operations. Significant 
expenditures were also made in the Automotive division 
as a result of the major model changeover program. 


CASH FLOW | 


Cash flow, defined as the sum of net earnings and 
depreciation, totalled $19,284,000, or $7.81 per share in 
1970. The prior year’s cash flow amounted to 
$23,088,000, or $9.26 per share. The impact of reduced 
earnings more than offset increased depreciation 
during 1970. Depreciation amounted to $9,851,000 and 
$8,528,000 in 1970 and 1969, respectively. 


DOLLARS CASH FLOW PER SHARE 
10 
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In July, $35 million 10% % sinking fund debentures 
due July 1, 1995, were sold to the public to provide funds 
for the company’s capital expenditure program. Sinking 
fund payments will commence in 1976. The debentures 
may not be redeemed for a period of ten years as part of 
any refunding operation involving borrowing at an 
interest cost of less than 10.31% per annum. Total debt, 
due after one year, including lease purchase obligations, 
totalled $62,224,000 at December 31, 1970, compared 
to $28,866,000 at the end of 1969. Long-term debt was 
44% of stockholders’ equity at December 31, 1970, 
and 21% at December 31, 1969. A schedule of the 
company’s long-term debt is shown in note 3 to the 
financial statements on page 17. 


STOCKHOLDERS’ EQUITY 


Stockholders’ equity increased to $142,936,000 at 
December 31, 1970, from $138,003,000 a year ago. 
Earnings, excluding the net extraordinary gain, 
represented a return on average stockholders’ equity of 
5.1% in 1970, down from 10.9% in the prior year. 

As of December 31, 1970, there were 2,519,749 shares 
of common stock outstanding, including 66,019 shares 
held as treasury stock. During the year, the company 
continued a program to acquire 100,000 shares of its 
common stock on the open market. This program 
was Started in 1969, so that shares would be available for 
issue upon exercise of employee stock options, 
acquisitions or other proper corporate uses which may 
arise, without diluting the proportionate interest of 
present stockholders. A total of 38,902 shares was 
purchased in 1970 at a cost of $1,495,000, bringing the 
total number of shares reacquired in 1970 and 1969 
to 77,802. Treasury stock transactions (in shares) 
during the year were as follows: 


Balance 12-31-69) 8 Moriches oy See 43,540 
ACOUISU MR: Ao ee Nr erect enue ae 3 38,902 
Issued for stock option exercises ...... 16,423 
Balance 2-357 Ola ree tee ten nore nae eus 66,019 
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STOCK OPTIONS 

At year end, 179,391 shares of common stock 
(including 18,217 shares of treasury stock) were 
reserved for stock options under the company’s 1962 
Restricted Stock Option Plan, 1964 Qualified Stock 
Option Plan and 1970 Employees’ Stock Option Plan. 
The 1970 plan will be submitted to stockholders for 
approval at their annual meeting in April 1971. 

Option transactions (in shares) during the year were 
as follows: 


Options outstanding 12-31-69 .......... 72,095 
Granted Meier ese leleus toms ted ee tee my hoists 25,000 
EXerciSed eis) Cay TU eee mee BNE eae 16,423 
Options outstanding 12-31-70 .......... 80,672 


In addition to the 80,672 options outstanding at 
December 31, 1970, there were non-qualified stock 
options totalling 48,050 shares outstanding at the end of 
the year. The non-qualified stock options were granted 
under the 1970 plan to employees holding an equivalent 
number of qualified stock options granted under the 
1964 and 1970 plans. The optionee may exercise either 
the qualified or non-qualified stock option and the 
option not so exercised is then cancelled. The shares 
released by such cancelled options then become 
available for new option grants. 

As of December 31, 1970, there were 54,569 shares 
available for additional grants, including 51,950 shares 
under the aforementioned 1970 plan. Further information 
regarding stock options is contained in note 5 to the 
financial statements on page 18. 
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A. O. SMITH CORPORATION CONSOLIDATED STATEMENT OF EARNINGS AND RETAINED EARNINGS 
Years ended December 31, 1970 and 1969 


1970 1969 
EARNINGS: 
SU Hin SPN ESS a nh Soh to URE RID A ep ne i a RE OEE I BOA ARERR A PY Tae eo SHI $413,097,543 $354,518,304 
OPERATING COSTS AND EXPENSES: 
PIS ONE OOCISHSOI GLA dase vated er lat ecg nevus tr seal arcteny Micka anam-gee rataeanane era otee mite en eke 358,911,167 298,065,604 
sellingsgeneralrand administrative’ sis ue now ok bal te 34,375,607 29,288,738 
393,286,774 327,354,342 
Eee Har) OTL AION S Brrtrtri cs one kari sore dren nar ie meyer at aera 19,810,769 27,163,962 
OTHER INCOME (DEDUCTIONS): 
BER UIST SC lec vost eater Me lik « slidkslace ‘hatouw iar eieeo caravans faus hat SUCK ay area: aNOULe ec yelbsbr brite . (4,224,122) (1,445,475) 
NSO MB OOUS =! i Gpeae turin, tie perdi! nM coi Mine erat she teat Bana meee bere ee 2,337,701 4,354,339 
(1,886,421) 2,908,864 
SING oTSEECOREMNGONME AXES rir Sie yh i aris tot Ral a Stee Oe re ee tener ety 17,924,348 30,072,826 
Beem NINO Pei Cr NANT AEG gt eth tency Nive th woigd SENSI Ma eA Sat poe es bec aes wir aban 8,900,000 15,200,000 
EARNINGS BEFORE EQUITY IN LOSSES OF UNCONSOLIDATED AFFILIATES 
PAPA CURSES ERO NALETY CT EeIVicnins sc lexcar tee mele once eae ack haserhy ooetalg: shsuuteayerre Memmiehanachriens tps Rebermaee 9,024,348 14,872,826 
EQUITY IN LOSSES OF UNCONSOLIDATED AFFILIATES — NET ............... 1,737,344 313,325 
EARN Gosh le MLR AORDINARY, ITEMS. cro iee seu nuchsiersberensuensetiaietar vert wnetevapel 7,287,004 14,559,501 
EXTRAORDINARY ITEMS, NET OF APPLICABLE INCOME TAXES OF $810,000 
CEAESEOILO er me nana RA mNRael edith dh haleriterriaite buoy aatger ond s gh iy Rok Ch: Guus sult Mb lest od 2,146,000 —_ 
LET SPER UTE Ree RE Oe CE ee RA ars Curb eM R TCE UR OMRON Tey: $ 9,433,004 $ 14,559,501 
PER SHARE OF COMMON STOCK: 
Eat DIOGO CLO LS rOXLAOLGIMaLy LOIS ,c. mise oiigreucwele ie alanine haces egemennnmerian © iakotahoncet lithe $2.95 $5.84 
EE APOUCITELY MILO Sees isan zis gsr eiet em) ttle vines ta rook tor SMU NAT een 8 Mohan eT i .87 — 
NES Wer Ndi tate CONIC ee aha ITER a ere! Sn Iba Mar ec ee | $3.82 $5.84 
RETAINED EARNINGS: 
BAEANGE Ah BEGINNING: OF YEAR fi costes dione Ge arses mean gAvaG Gibl aerate hear bw Gy ee let $101,197,733 $ 90,131,758 
Pg PARI LE er eee re eine aT eh cta cslevtachy sauces ieegresbtthackehey otters Ae to Metical Tecmo cH 9,433,004 14,559,501 
110,630,737 104,691,259 
SATEEN LOGIN cE 140: DAM SHAT i ernie Clon cn odes a ane ceianmusl ai eln ws yaepnae lnl.d lespeupvtrssinhaneas 3,456,506 3,493,526 
BAVANC EFA TEND OFLY EAR (NOt6!S) Wir) oc ila cksle steele toe eire oe) Oetete ipeaah se el baby som tiee $107,174,231 $101,197,733 


See accompanying notes. 
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A. O. SMITH CORPORATION CONSOLIDATED BALANCE SHEET 
December 31, 1970 and 1969 


ASSETS 


CURRENT ASSETS: 
CASH see SS Ps net cetacean vena: oh ahur a WAH eel coated) Sed eae eae Ia ane en ans Pai kee aT AE 
Marketable securities, at cost (approximates market) ...................008- 
Receivables wie ga: aieniaes nies MAR epee betas Aion: MEADE. dalaedt ce Mend malar Pak iy tohaeect ENS EELS 
Inventories, at lower of cost, (first-in/first-out) or market: 
Finished Goods (5,204 a tiie Wiis ek ee HOS ote ected en caesile Gr RR aaa 
Workin" process: can ciara iAaeet cle tresvite ik lesan nce ata ee er ee eee ene 
Raw materials.and! SUPPwes i126 05! san os ee eite ecdua cheer ue oe eye ame ean Distt iced eee tae 


Prepaid expenses? ire ie 0) serene eucterere ee or eres Ea eee te Oech a Rue orc wo tree 
Lotalcurrent. assets jsinseiact eee ere ee ee EIS enon pa Bae 


OTHER ASSETS: 
Investments in and advances to unconsolidated finance subsidiary and 
affiliated companies (50%-owned) (Note 1) .......... 0. cc cece eee eee ees 
Prepaid‘pension:cosis' (Note 2)i bene Se te far uence map Gee ee ene ee 
Other Ab COST: ahd aca sincis Clea i) Oe taeda es tec a Bis SOR toa PLO 


Total other assets 


PLANT AND EQUIPMENT, AT COST: 
LAN te hes Wave teuid oS eae Snel ae Ga Gail, ORL A eR Ba oe ed a 
Buildings (less accumulated depreciation, 1970 — $24,885,565; 
1969 ==. $24,063,239) 0% vies Ue haley ite ae henge ease aan He ae ae ee ee 
Equipment (less accumulated depreciation, 1970 — $73,824,675; 
1969 —— $72,246,516) frost eM ig piten teen Weer Lh a ices ne ere me ee 


Net plant and equipment 


© ep i$? Wye te ve (0. ey ae) @) 6) 4 0, Se ANi6) 10 Sill o “eunsia el wy oFrehaiulin ye) Wace Fal.elLet eh a 


DEFERRED MODEL CHANGEOVER COSTS, LESS AMORTIZATION 


CW Le Ney mh ie aw) (etalot on ® 


EXCESS COST OF INVESTMENT IN SUBSIDIARIES OVER NET ASSETS AT DATE 
OF ACQUISITION, LESS AMORTIZATION (40-year basis) 


See accompanying notes. 
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1970 


$ 7,914,301 
4,900,000 
55,724,364 


20,668,040 
39,601,718 
25,463,768 


85,733,526 


3,764,205 


158,036,396 


15,332,425 
3,600,000 
5,892,790 


24,825,215 


4,753,794 
23,504,282 


58,639,501 


86,897,577 


2,281,569 


6,096,195 


$278,136,952 
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1969 


(Note 8) 


$ 9,690,781 
1,000,000 
50,017,000 


23,144,442 
30,988,730 
22,790,397 


76,923,569 


2,305,487 


139,936,837 


14,749,960 
3,600,000 
5,338,457 


23,688,417 


4,467,732 
19,837,077 


50,141,967 


74,446,776 


1,053,800 


5,342,832 


$244,468,662 


NET EARNINGS AS % OF SALES AND 
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LIABILITIES AND STOCKHOLDERS’ EQUITY 


CURRENT LIABILITIES: 
Notes payable — banks and others 


Accounts payable and accrued liabilities 


Income taxes 


te isl @his)(e) | 0} 6)2\)0. 6) (@ /), a}, Bie) 4:6 


ae 0) wn ee 6 |e) 4)\e @ a. 2) mie) 4) 0 '6 | se 60 10 0/6 6 6+ 9 © 6's © 0 6 0 


Bisel te) “ep ete) Fal elm) Slap ie ele) lew) 6/8) hela) ey Bis (ie. we) eae: She; (6,6 


©) jaa) e)e 6 velo: » ¢ 4 (0) (0 © 0:8, 01,8). 0) © je: w'ja, 8) 10) p) rei w (6 fete! 0) © jee we 


eo! (e/ fet ‘oa Je, te, (ood ete bli le|'¢, =. a/v .ew ase. (ol te ye le rb dene, a) 6s! \oids0, wie 


ob bee Kel te kd © ey elie lib! we Lehase)6' s:)a, © leniepie. eis lect Jere.) he, (a) (el e.0ee Dh 


LONG-TERM DEBT DUE AFTER ONE YEAR (Note 3) 


DEFERRED FEDERAL INCOME TAXES 


DEFERRED CREDITS, LESS AMORTIZATION (Note 4) 


MINORITY INTEREST 


Bld te eels 6 04) 6) ¢ 0 6's 


STOCKHOLDERS’ EQUITY: 


Seis Lesie th) sits! fein) 0 te, 6). els esieice jelie,'e! @ Jellies) 6 celle) wi) ser suee\ sje « 


ele sw) b! wes) /e el Syuv)\9 6 eye Pee Ie OPO Te) ig elle 


ee lelre, (6 | 6) vile ‘a \F .6) eo jee je 0) 16 el Bs 6) (ayo) 4) © 00 te)\e\e: 6. 0) #8, ml 6) elle 


Preferred stock, $1 par value— authorized 1,000,000 shares; issued, none..... 
Common stock, $5 par value (Note 5): 


Authorized, 6,000,000 shares; issued, 2,519,749 shares 


Capital in excess of par value 
Retained earnings (Note 3) 


ee ee 


Treasury stock, at cost, 1970 — 66,019 shares; 1969 — 43,540 shares 


Total stockholders’ equity 


See accompanying notes. 
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1970 


$ 4,098,828 
50,109,880 
6,182,426 
2,245,000 
$2,636,134 


62,224,488 
. 6,095,000 


4,245,355 


12,598,745 
25,820,774 
107,174,231 
(2,657,775) 
142,935,975 
$278, 136,952 


1969 


(Note 8) 


$ 4,965,260 
49,516,506 
8,695,059 
2,335,917 


65,512,742 


28,865,926 
5,467,725 
6,366,437 


253,302 


12,598,745 

26,054,909 
101,197,733 

(1,848,857) 


138,002,530 
$244,468,662 
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A. O. SMITH CORPORATION CONSOLIDATED STATEMENT OF SOURCE AND USE OF WORKING CAPITAL 
Years ended December 31, 1970 and 1969 


1970 1969 
(Note 8) 
SOURCE OF WORKING CAPITAL: 
NGt Garmin si Ge ls Sad saan lyst eer ue lice rtiaNte pai dein nea Noha ees ehh ean RE eae $ 9,433,004 $ 14,559,501 
Depreciation sey at te Ee sett i SrneANTV iets PT aa A ee LC LHL Oe Dey nt gag Me 9,850,821 8,528,001 
Plant’ and ‘equipment disposals cscs sisi ocg aed CAs ade vance hates ai ave auferie atta ce tall fe direct eile 1,388,145 336,796 
Deferredfederal income taxes irre ie uslerclnw casver as suanedaraiedeustatatchatene takcasle teresa re everels 627,275 925,000 
Equity in losses of unconsolidated affiliates .......... 0... eee eee eee ees 1,737,344 313,325 
Otheriitems not Involving working Capital i.) s sr ciat hia seilanton fo faher ol gear vemeah ihe baa Marahanells 709,201 430,551 
23,745,790 25,093,174 
Proceeds from sale of debentures, less related costs of $708,776 ............. 34,291,224 a 
Proceeds from sale of operating assets of certain divisions, less provision 
for income taxes on gain thereon: (Note: 4) iii aiage ete oh isetala, ae ale Cedar aeele _ 6,433,284 
Long-term borrowings —=DANKS ieee pai oa anette i ee na gr ete — 2,080,000 
Proceeds from exercise of stock options ........006 0c. 0e i cia eae eee 451,797 700,028 
58,488,811 34,306,486 
USE OF WORKING CAPITAL: 
Cash dividends paldn or ee eee ei aie heart as 2) vee ae eae a COO 3,456,506 3,493,526 
Payments; on-long-term: debts) arr ie es a ONE be ag Se 1,641,438 1,775,000 
Plant-and equipmentiexpenditures. 2. as pace ven noes, aie cncneee nein oe ene 23,267,000 16,275,462 
Investments in subsidiaries and affiliates ........... 00.0... cee ee ce cececece 5,450,815 19,162,079 
Prepaid! pension! \COSIS” Aste'sn2 caine savin ee es ig ale tae sorted board Mee ane a TEN — 900,000 
Purchase ot-treasury stockss ro ea ngs arene re tn ae ei ee 1,494,850 1,719,298 
Deferred model changeover expenditures ............ 0.0.0. ccceceeccecas 1,936,001 1,254,626 
Li aT) a Marrow AS GMD TROD e UAT Rep OMIA EAN EMR re MDA Minbari AAMT Seb las $e Alla ae. Selb A eh by A osha 2 266,034 614,760 
37,512,644 45,194,751 
INCREASE: (DECREASE)-IN: WORKING CAPITAL co oi oir Oe eee anni $20,976,167 $ (10,888,265) 


See accompanying notes. 
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PERCENT OF SALES DEPRECIATION 


A. O. SMITH CORPORATION NOTES TO 
CONSOLIDATED FINANCIAL STATEMENTS 
December 31, 1970 


1. Principles of consolidation 


The consolidated financial statements include the 
accounts of the Company and all subsidiaries except for 
its wholly-owned finance subsidiary, AgriStor Credit 
Corporation. The investments in and advances to the 
finance subsidiary and affiliates (50% -owned) are 
carried at cost plus equity in undistributed net earnings 
since acquisition. 


2. Retirement plans 


The Company and its consolidated subsidiaries have 
non-contributory pension plans covering substantially all 
employees. Total pension expense for 1970 and 1969 
was $3,830,000 and $4,115,000, respectively, which 
amounts include current cost plus interest on unfunded 
prior service cost for all plans. In addition, the expense 
includes, for two plans (for which the actuarially 
computed value of vested benefits under the plans 
exceeds the assets of related trusts by $22,600,000 as of 
December 31, 1970), a 40-year amortization of the 

prior service cost. The present policy is to fund pension 
cost accrued. The board of directors has authorized 
contributions to the pension trusts of $3,600,000 in 
excess of amounts charged to earnings; this amount is 
shown as prepaid pension costs in the balance sheet 
and the applicable deferred federal income taxes have 
been provided. 
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EQUITY 
LONG TERM DEBT 


3. Long-term debt and restrictions on dividend payments 
Long-term debt at December 31, 1970 is as follows: 
10% % sinking fund debentures ....... $35,000,000 
4%4% notes payable, due $1,600,000 
annually — final maturity July 1, 1983 .. 20,800,000 
Lease purchase obligations expiring 1984 
and 1986, interest rates 4% to 6% per 
FT RLO EA gM omc ae HUN A i RUDD HOLD UE ORT IRAN TAN 3,960,000 
Notes payable — banks (Eurodollar and 
Sterling), due in 1974, current interest 
rates 9% to 11% per annum .......... 2,080,000 
942% notes, payable in quarterly 
installments of $37,383 through 
November 1, 1979 (secured by the plant 
and equipment of Armor Elevator 
Canada Limited, a consolidated 
SUDSICIALY), Wyte Nel bral Lun aN kone) yettate 1,350,000 
Miscellaneous mortgage notes, due 1971 
through 1975, interest rates 472% 


Ce DLW Cae UMEDA, eR EA LRN UD MLNGeE, Saleedy. outilE opi 1,279,488 
64,469,488 
Less amount due within one year ...... 2,245,000 
$62,224,488 


The indenture relating to the 1014 % sinking fund 
debentures requires sinking fund payments of not less 
than $1,750,000 and not more than $3,500,000 on 

July 1 in each year beginning with the year 1976 to and 
including the year 1994. The right to make sinking 

fund payments in excess of $1,750,000 in any one year 

is not cumulative, and no such excess payment will 
relieve the Company of its obligation to make minimum 
sinking fund payments. The debentures are redeemable 
through operation of the sinking fund annually beginning 
July 1, 1976, at the principal amount thereof or at any 
time at the Company’s option, as a whole or in part, at a 
redemption price of 109.75% to July 1, 1971, and at 
prices declining .424% thereafter on each July 1. 


The agreements relating to the 434% notes payable and 
the indenture relating to the 10% % sinking fund 
debentures contain provisions restricting the payment of 
cash dividends and the retirement or acquisition of 
shares of the Company’s common stock. Under the more 
restrictive of these provisions, retained earnings of 
$14,500,000 was not so restricted at December 31, 1970. 


We 
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4. Deferred credit 


The Company sold, for cash, an undivided one-half 
interest in net assets of three of its operating divisions to 
Inland Steel Company on February 28, 1969. The 
Company and Inland Steel Company each transferred 
their one-half interest in the net assets of the three 
divisions to form A. O. Smith-Inland Inc. The gain on the 
sale of the one-half interest in the assets of the three 
divisions, less income taxes applicable thereto, together 
with the excess of the Company’s equity in A. O. 
Smith-Inland Inc. over the net book value of the interest 
in the assets transferred to that company have been 
deferred and are being amortized to earnings over an 11 
year period, the average remaining life of the buildings 
and equipment transferred. The portion appticable to one 
division has been credited against the Company’s 

equity in the estimated loss on disposition of that division 
(see Note 6). 


5. Stock Options 


Under the Company’s stock option plans, qualified or 
restricted options for 80,672 shares were outstanding at 
December 31, 1970, at per share prices ranging from 
$25.04 to $39.50 or a total of $2,442,482. The options 
expire either five or ten years from date of grant and are 
exercisable at various dates. At December 31, 1970, 
options for 17,744 shares were exercisable. On June 19, 
1970, options for 26,050 shares which had been 

granted in prior years with per share prices ranging from 
$36.63 to $47.38 were cancelled and new options were 
granted at a per share price of $31.25. The new options 
may not be exercised until the cancelled options would 
have expired (April 10, 1973 - December 31, 1974). 

In addition, options for 25,000 shares were granted in 
1970 at per share prices ranging from $31.25 to $39.50 or 
a total of $813,425. Of the options granted in 1970, 

3,900 were granted under the 1970 plan which is subject 
to stockholder approval. Treasury stock was issued 

for options exercised in 1970 (16,423 shares at a price of 
$27.51 per share or a total of $451,797) and the excess 

of the cost thereof in the amount of $234,135 over 

the proceeds of options exercised was charged to capital 
in excess of par value. 

Under the 1970 plan, non-qualified options for 44,150 
shares and 3,900 shares were granted to employees 
holding an equivalent number of shares under the 1964 
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plan and the 1970 plan, respectively. The per share 
prices under these grants were $30.30 and $33.58 
respectively, representing 85% of the market value 

at date of grant. The per share prices compare to 

per share prices under the qualified plan of $31.25 and 
$39.50, respectively. The grantee has the option of 
exercising either the qualified or the non-qualified 
options and the option not so exercised is then cancelled. 
At December 31, 1970, 18,217 shares of treasury stock 
and 161,174 shares of authorized but unissued common 
stock were reserved for the options outstanding and 

for options which may be granted in the future. 


6. Extraordinary items 


The extraordinary items include the gain ($3,076,000) 
resulting from the sale of the oil well casing business, 
less costs associated with the discontinuance of a 
product line of the Railroad Products division and the 
Company’s equity in the estimated loss to be incurred 
in connection with the disposition of the Specialty 
Products division of A. O. Smith-Inland Inc., a 50%- 
owned company. 


7. Depreciation 


For financial statement purposes, depreciation on plant 
and equipment additions prior to January 1, 1954, 

and subsequent to December 31, 1966, is computed using 
the straight-line method; depreciation on additions 
between the above two dates is principally computed 
using accelerated methods. For income tax purposes, 
the Company uses accelerated methods and guideline 
depreciation. Deferred federal income taxes are 
provided for the excess of depreciation claimed for 
income tax purposes over depreciation provided for 
financial statement purposes. 


8. Restatement of 1969 financial statements 


The Company’s investment in Armor Elevator Company, 
Inc. was shown as a separate item under other assets 
in the 1969 consolidated financial statements, as the 
allocation of the purchase price was dependent upon 
completion of audits and appraisals which were not 
completed until April 1970. The accompanying 


NET EARNINGS AS % OF SALES AND MILLIONS 


PERCENT AS % OF AVERAGE STOCKHOLDERS’ EQUITY OF DOLLARS CAPITAL EXPENDITURES & DEPRECIATION ees 


12 — —- oo ——— 


CAPITALIZATION 
OF DOLLARS STOCKHOLDERS’ EQUITY AND LONG TERM DEBT 


a 


2 
mn 


0 ————— === — 


66 67 68 69 70 66 
MH PERCENT OF AVERAGE STOCKHOLDERS’ EQUITY © extraordinary Items m EXPENDITURES 
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consolidated balance sheet at December 31, 1969, gives 
effect to a restatement in which the accounts of Armor 
Elevator Company, Inc. have been included as follows: 


CurrentzaSSetSmann es cae $16,328,003 
OthewassctSwaae tae ceil es 977,500 
Plant and equipment ......... Baa lenin 


Excess cost of investment in 
subsidiary over net assets at 


date of acquisition ........ 5,342,832 
27,790,112 

Current liabilities ........... $10,693,699 
Long-term debt due after 

Ol AKe SSET PY Gn chard ick ee 1,452,634 
Deferred federal income taxes 52,725 
Minority interest ............ 253,302 12,452,360 
Investment in Armor Elevator 

COMPANVILINCH EA ais. at $15,337,752 


The consolidated statement of source and use of 
working capital for the year ended December 31, 1969, 
has been restated to reflect the net current assets 
($5,634,304) acquired in the Armor Elevator Company, 
Inc. acquisition. 


REPORT OF CERTIFIED PUBLIC ACCOUNTANTS 
The Board of Directors and Stockholders 
A. O. Smith Corporation 


We have examined the accompanying consolidated 
balance sheet of A. O. Smith Corporation and 
subsidiaries at December 31, 1970, and the related 
consolidated statements of earnings, retained 
earnings and source and use of working capital for the 
year then ended. We have also examined the 
accompanying balance sheet of AgriStor Credit 
Corporation at December 31, 1970, and the related 
statement of earnings and retained earnings for the year 
then ended. Our examinations were made in accordance 
with generally accepted auditing standards, and 
accordingly included such tests of the accounting 
records and such other auditing procedures as we 
considered necessary in the circumstances. 


EQUITY 
@ LONG TERM DEBT 


In our opinion, the statements mentioned above 
present fairly (1) the consolidated financial position of 
A. O. Smith Corporation and subsidiaries at December 
31, 1970, the consolidated results of their operations and 
the source and use of their working capital for the 
year then ended and (2) the financial position of AgriStor 
Credit Corporation at December 31, 1970, and the 
results of its operations for the year then ended, each in 
conformity with generally accepted accounting 
principles applied on a basis consistent with that of the 
preceding year. 

ARTHUR YOUNG & COMPANY 
Milwaukee, Wisconsin 
January 18, 1971 
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AGRISTOR CREDIT CORPORATION BALANCE SHEET 
December 31, 1970 and 1969 


ASSETS 


Cash 
Installment contracts receivable (including amounts due within one year — 
1970, $3,452,722; 1969, $2,314,517) 
Less: 
Unearned time charges 
Allowance for credit losses 


OCR O RS Oe 10 Oe Se Ohh b 0 oubl Shel hale iene) Sulena @)0 « We 6) 6. ¢'ip slo oe) whe wie) ie ate wing am Bile Wyre Te ere ere Sie uemeuemtny Ae Mense 


alte & by bee celle 6.6 6 0 8 aire iste 6 iho (oly w lola en eniawel ame furrera 


4) 6 us) shJeNlel Widileueie. (6's) eo) eves © bee jh) 018) 4.16 ol el 6, 68) eels, a eles: (e Cmttat wl el (6 ue 


ate oie at a) fe) er wife hie lo! ef teri hoe Mere Wdle Sul cas ‘eicalre i shice Ve) oie cari ar tat st be) (eke) eysehse 


Short-term notes receivable from dealers 
Other assets 


B® 10 O0p sm) Ho, 8g Oy 0. 1S) 6 281 \e (9S ese ie le ie 6 6) @ 0 ee #0) 68 6 19 
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LIABILITIES AND STOCKHOLDERS’ EQUITY 


Liabilities: 
Commercial paper 
Short-term notes payable 
Accounts payable and accrued liabilities 
Income taxes 


PIP SHO) )O) 146 REBAR S IIS Wed. een else eee leew EN s le ee eee chee nee erielth! iim (6 Lele isle, a) a 78 
oF 5) fe.) eel 6 6 Nel 6 gle © vy le) ei eels le ole! rah cient felMeie fe: Ney Te: fe) he aa: la meilenes) @ eho) ie 
6; OSs. ea, O Gee eRe Aes ele Saale e's) 6) Osh Ce 008 ole) & 
Bis & 9) 4]\s, sia ep Ws 6 2 © ig ee 6) @ 0 wt el ol 6 (ere wile © viva ele\\e ‘o, 5. wre Jet elle lala tule) sith e) aca lawe anleiin ee 


he jet 8) 16):o es poanes mh pt ele s..61 6, j6.100 67 a) 01 ie, ip) 2) (6) 


WP erie rey terse Ke tard TANG Korie a he visiiet.e Lame ot Rhin hearb., eau Siebel oll eis seenie. eo) o.eulei6ceye a) whin ale 18 


Stockholders’ equity (Note 1): 
Common stock, $1,000 par value: 
Authorized 5,000 shares (Note 2) 
Issued and outstanding — 1970, 4,590 shares; 1969, 2,875 shares 
(wholly owned by consolidated subsidiaries of A. O. Smith Corporation) . 
Retained: arning sii igo. er crew ial seh ye ciparep aiealas esta) odo ee ens Kelling 


Total stockholders’ equity 


Sy'o 70) (0), 608) 8 Je: w..0:, 0) Bie) ee. a) 6. 6.6 No je \a!.2,/e7 ely 66's) ete cel wiie 6.6 Keim 


See accompanying notes. 


DOLLARS 


DIVIDENDS DECLARED AND 
NET EARNINGS PER SHARE 


6 


— 


66 
EARNINGS 
® DIVIDENDS 


1970 


$ 1,488,157 


21,968,506 


6,584,681 
209,970 


6,794,651 
15,173,855 


3,542,989 
271,024 


$20,476,025 


$14,421,000 


327,690 

86,765 
102,397 
497,787 


15,435,639 


4,590,000 
450,386 


5,040,386 
$20,476,025 
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1969 
$ 252,587 
13,322,103 


3,962,313 
118,825 
4,081,138 
9,240,965 
3,003,389 
163,526 


$12,660,467 


$ 5,238,000 
3,845,850 
52,901 
174,998 
294,601 


9,606,350 


2,875,000 

179,117 
~~ 3,054,117 
$12,660,467 


NET EARNINGS AS % OF SALES AND MILLIONS 


3 APITALIZATION 
PERCENT AS % OF AVERAGE STOCKHOLDERS’ EQUITY OF DOLLARS CAPITAL EXPENDITURES & DEPRECIATION OF DOLLARS STOCKHOLDERS’ EQUITY AND LONG TERM DEBT 
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AGRISTOR CREDIT CORPORATION STATEMENT OF EARNINGS AND RETAINED EARNINGS 
Years ended December 31, 1970 and 1969 


1970 1969 
Income: 
eNO IMA COMITIGOMIO muni. camina ("pin ON nti AR ANDES laid hath at dei em largyNtay eile pega $1,949,386 $1,231,030 
Expenses: 
Mieneralrandiacministrative ay is bitin, Pn lt Mill Hil Sas hudlid ER ah sm abytianuIN Hy 407,801 212,223 
MVEQROSE Mvinenieateatlens HA My araNict alla ine 2 tlc, CULLAVa) Gia ido toy le ale ys age hear ie woo abenaneata 980,316 674,624 
1,388,117 886,847 
EAGMUN OS HIGtOL ey INCOME? TAXES (shi meuscs wish rs lev ar easly ta ee Slietdirgts. aig @ ure. rid laneeeeng tyes tiaital amok 561,269 344,183 
BLOvis OMIOMUTCOMOMAXGS 0) icin (erie ala ats icd Sitio ie A Cana ae MR is OM aN ae a ne Ming A 290,000 192,000 
SDE TEBE AT ® Epc Ud tub oS dnslne iON EMER ML heii aR ON ACER OR, A be) DARREL MIA SES AE 271,269 152,183 
RoainoGtcatMinigs OeCQINMING Ol VOAi tion wars Cy eg ee etd eek Diem ar uu n a Adu abe Tie 179,117 26,934 


GtAIO CERT HIDOSTEN ONO IVOATnn tl vrai ku belt vale ime wpieeli cdg Letdagemnhtcs puliopeuonpitt $ 450,386 $ 179,117 


See accompanying notes. 


AGRISTOR CREDIT CORPORATION NOTES TO FINANCIAL STATEMENTS 
December 31, 1970 


1. Limitation of bank indebtedness 


The Company and A. O. Smith Corporation have entered 
into an agreement in connection with bank borrowings 
whereby aggregate borrowings of the Company shall not 
exceed 300% of its capital (net worth plus subordinated 
debt). The agreement also provides that the net worth 

of the Company shall not be less than $500,000. Under 
the terms of the agreement, A. O. Smith Corporation 
agrees that it or certain of its consolidated subsidiaries 
will make such additional investments (equity or 
subordinated debt) in the Company as may be necessary, 
subject to certain limitations, to prevent violation of 

the provisions outlined above. 


2. Stock subscriptions 


At December 31, 1970, two consolidated subsidiaries of 
A. O. Smith Corporation have subscribed, at par value, 
to the remaining authorized but unissued common 

stock of the Company. 
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A. O. SMITH CORPORATION TEN-YEAR FINANCIAL SUMMARY ($000 Omitted Except for Per Share Values) 


NET SALES 

EARNINGS BEFORE EXTRAORDINARY ITEMS 
Per Share (2) 

NET EARNINGS (After extraordinary items) 
Per Share (2) 
As % of Sales 
As % of Average Stockholders’ Equity 


Ci spare mie ig) oj javelis a ig (6. wl 6) ls) mre ie fo 4e el lel elleice) 6 Rie eel a ele 
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CASH FLOW (Net Earnings and Depreciation Only) ... 


Per Share (2) 
CASH DIVIDENDS 
Per Share (As Declared) 
Per Share (2) 

As % of Net Earnings 
STOCK DIVIDENDS 
WORKING CAPITAL 
Cash and Marketable Securities 
Receivables 
Inventories and Other Assets 
Total Current Assets 
Current Liabilities 

Net Working Capital 
Current Ratio 


CAPITALIZATION 
Stockholders’ Equity 
Book Value Per Share (3) 
Long-Term Debt: 

Notes Payable 
Lease Purchase Obligations 
Total Long-Term Debt 
DOTA ADITALS Tia chy fon wile tle hh iaee caked eomeak ie 
Long-Term Debt As % of Total Capital 


PLANT AND EQUIPMENT 
Gross 


at 4) jul eis. 6:0) b ASlié lol 0) a) etoce ‘ase. b & celle) steve. ie el (s 
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(1) In 1963 the Company changed its fiscal year from 
July 31 to December 31. Data shown are for the 


1970 
i 413,098 
7,287 
ye 2.95 
yet 9,433 
Be 3.82 
ae 2.3% 
Ao 6.6% 
19,284 
A 7.81 
ee 3,457 
Pie 1.40 
a 1.40 
re 36.6% 


af 142,936 
Si 58.25 


ay 58,444 
n) 3,780 
“6 62,224 
itt 205,160 
ii 30.3% 


‘e 185,608 
= 98,710 
efi 86,898 


és 23,267 
te 9,851 
a 16,008 


1969 
354,518 


14,560 
5.84 
4.1% 
10.9% 
23,088 
9.26 
3,494 
1.40 
1.40 
24.0% 


10,691 
50,017 
79,229 
139,937 
65,513 
74,424 
2.1 


138,003 
55.73 


24,906 
3,960 
28,866 
166,869 
17.3% 


170,757 
96,310 
74,447 


16,275 
8,528 
12,844 


1968 
372,798 


11,643 
4.68 
3.1% 
9.4% 
21,518 
8.65 
3,198 
1.30 
1.29 
27.5% 


5% 


28,706 
42,766 
63,172 
134,644 
49,905 
84,739 
ae 


127,956 
51.38 


22,400 
6,081 
28,481 
156,437 
18.2% 


160,457 
96,442 
64,015 


9,258 
9,875 
13,754 


1967 
329,976 


79,725 
3.1 


119,440 
48.07 


24,000 
6,348 
30,348 
149,788 
20.3% 


157,040 
91,385 
65,655 


10,979 
10,172 
13,728 


short period August 1, 1963 to December 31, 1963. 


(2) Net Earnings, Cash Flow and Cash Dividends 
Per Share are based on average shares outstanding 
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PERCENT OF AVERAGE STOCKHOLDERS’ EQUITY © Extraordinary Items @ EXPENDITURES EQUITY 
PERCENT OF SALES DEPRECIATION @ LONG TERM DEBT 


1966 1965 1964 1963(1) 1963 1962 1961 
318,433 358,441 299,852 112,585 281,819 249,053 221,952 
8,738 7,918 1,512 1,819 5.513 5,922 (1,370) 
3.51 3.18 61 io 2.22 2.38 (.55) 
2.7% 2.2% 5% 1.6% 2.0% 2.4% aa 
8.0% 7.6% 1.5% 1.8% 5.6% 6.0% — 
17,580 17,493 10,387 5,361 13,664 14,501 6,799 
TAs 7.03 4.18 2.16 5.49 5.83 2.73 
2,567 2,148 2,147 536 2,145 2,145 3,415 
1.15 1.00 1.00 25 1.00 1.00 1.60 
1.03 .86 .86 EL .86 86 1.37 
29.4% 27.1% 142.0% 29.5% 38.9% 36.2% — 
5% — = cress — — 2% 
9,558 14,155 7,434 12,313 10,198 9,175 14,891 
39,415 35,520 38,947 36,322 36,262 32,000 22,155 
67,866 59,178 62,811 49,919 54,168 44,657 39,659 
116,839 108,853 109,192 98,554 100,628 86,387 76,705 
38,509 31,507 42,874 22,508 23,726 19,536 15,323 
78,330 77,346 66,318 76,046 76,902 66,851 61,382 
3.0 3.5 25 4.4 4.2 4.4 5.0 
112,621 106,445 100,675 102,498 101,216 101,740 96,898 
45.33 42.85 40.52 41.30 40.79 41.00 39.05 
27,000 31,000 32,440 32,570 32,570 25,000 26,000 
6,601 — — —_ = — —_ 
33,601 31,000 32,440 32,570 32,570 25,000 26,000 
146,222 137,445 Looe tto 135,068 133,786 126,740 122,898 
23.0% 22.6% 24.4% 24.1% 24.3% 19.7% 21.2% 
151,165 128,610 137,012 127,975 126,958 116,200 114,148 
85,919 77,933 78,138 74,083 72,258 64,237 60,444 
65,246 50,677 58,874 53,892 54,700 51,963 53,704 
16,318 6,596 16,657 3,491 8,581 8,422 8,714 
8,842 9,575 8,875 3,542 8,151 8,579 8,169 
13,356 14,752 14,146 13,091 12,609 11,228 11,668 
in each year adjusted for subsequent stock stockholders’ equity and shares outstanding at 
dividends. year-end adjusted for subsequent stock dividends. 


(3) Book Value Per Share is based on year-end 
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STATEMENT OF ACCOUNTING PRACTICES 


Consolidation 


1. The accounts of domestic and foreign subsidiaries 
in which the corporation has more than 50% ownership 
are fully consolidated, exclusive of the finance 
subsidiary. 

2. Equity in earnings of 50%-owned affiliates and the 
finance subsidiary is reflected in the profits and 
investment of the corporation. 


3. Only dividends received are reported as income 
for those affiliates in which ownership is less than 50%. 


Depreciation — Straight line depreciation is utilized 
except for assets capitalized from 1954 through 1966. 
The latter assets are depreciated on the sum of the 
years digits method. 


Retirement Plans — Provisions are based on actuarially 
determined current cost plus interest on unfunded 
liabilities employing the frozen initial liability actuarial 
method. Provisions are also made to amortize, over 

40 years, the past service cost of plans under which the 
actuarially computed vested benefits exceed the 

assets of related trusts. 


Model Changeover — Expenses and identifiable tool 
costs associated with changing certain models are 
amortized over the anticipated production units of the 
model involved or the time period of the model life, 
whichever occurs first. 


Vacations — Accruals are made to reflect the liability of 
the corporation to its employees at year end. Generally, 
liability exists as of December 31 for the subsequent 

12 month period. 


Research and Development — These expenses are 
charged to income as incurred. 


Inventories — Productive inventories are carried at 
standard cost which approximates acquisition cost ona 
first-in/ first-out basis. Supplies are reflected at actual 
or recent average cost. 


Product Warranty Liability — Current operations are 
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charged for future claims arising under the terms 

of various guarantees made in connection with the sale 
of products. These reserves are classified as current 
liabilities and applicable income taxes are reflected 

in prepaid expenses. 

Lease Purchase Agreements — Installment purchases 
under lease agreements have been established as 
long-term liabilities with the associated property 
capitalized in the accounts in conformity with APB 
Opinion No. 5. 

Acquisitions — The purchase prices of acquired 
businesses are allocated to the assets acquired on the 
basis of fair values. Excess of cost over the fair 

values, less liabilities, is included in the balance sheet as 
an intangible asset under the caption “Excess Cost 

of Investment in Subsidiaries Over Net Assets at 

Date of Acquisition.” 


Amortization of Intangibles — The cost of intangible 
assets acquired is amortized over the estimated life of 
each specific asset. Excess cost of investment in 
subsidiaries over net assets at date of acquisition is 
amortized over a 40-year period. 


Conversion of Foreign Currency — The accounts of 
foreign branches and subsidiaries included in the 
consolidated financial statements are converted to U. S. 
dollars on the following basis: 

1. Net current assets and certain long-term liabilities 
are converted at the exchange rates at the end of 

the fiscal year. Fixed and other non-current assets, 
long-term liabilities and capital accounts are converted 
at the exchange rates prevailing when they were 
originally incurred or acquired. 

2. Income statements are converted at the average 
exchange rate for the fiscal year, except for provisions 
for depreciation, which are converted at the exchange 
rates applicable to the fixed assets being depreciated. 
3. Minor fluctuations in exchange rates from year to 
year are not reflected. 


PERCENT 
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NET EARNINGS AS % OF SALES AND MILLIONS 
AS % OF AVERAGE STOCKHOLDERS’ EQUITY OF DOLLARS 


CAPITAL EXPENDITURES & DEPRECIATION 


= 
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O. Smith Corporation Of Texas 


O. Smith-Inland Inc. 
Reinforced Plastics Division 
Powder Metallurgy Division 


Manufacturas Metalicas Monterrey, S.A. 


40% Tada-Smith Company, Ltd. 


MILLIONS 
OF DOLLARS 
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Meter Systems Division 
Consumer Products Division 
Product Service Division 
Data Systems Division 
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U.S. CALENDAR YEAR AUTO SALES 


(000) 


9615 9597 
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A. O. SMITH AND THE MINI CAR 


Shareholders and members of the investment 
community alike have questioned A. O. Smith on the 
effect the mini cars might have on the company’s 
frame business. In 1970, several new small automobiles 
were introduced by U. S. automobile manufacturers. 

The mini cars do not use separate frame construction 
and as a result, do not constitute a market for A. O. Smith 
frames. 

The chart on this page shows how A. O. Smith looks 
at the automobile market through 1975. These figures 
and projections were compiled by A. O. Smith planners, 
combining the predictions and comments of automotive 
industry sources with the company’s own market 
research. 

With some exceptions, vehicles with a 100 inch 
wheel base or larger are eligible for separate frame 
construction. 

As indicated on the chart, A. O. Smith planners see the 
market for automobile frames actually increasing. 

In 1975, about 7,900,000 automobiles will be eligible for 
separate frame construction, compared to 7,218,000 

in 1965. While the mini cars will certainly capture a 
substantial share of the market, the market itself 

is expanding. 

A majority of the cars in the large and intermediate 
class already use separate frame construction; 
but the remainder are eligible for this type of 
construction and, therefore, represent an additional 
opportunity for growth. 

About one-third of the frames produced each year by 
A. O. Smith are for trucks, and this market will 
not be affected by the mini cars. The truck market has 
enjoyed steady growth which should continue in 
the years ahead, although perhaps not as rapidly as in 
the past few years. 

As the largest manufacturer of auto and truck frames 
in the world, A. O. Smith has a large and growing 
stake in the automotive industry. The company intends to 
maintain its strong position in order to participate in 
the growth which lies ahead. 


GROWTH MARKETS 


A. O. Smith customers range from building contractors 
and plumbers to giant oil companies and automobile 
manufacturers. Its products compete in such diverse 
markets as water heating, petroleum, agriculture and 
electrical equipment. The company is an acknowledged 
leader in the manufacture and sale of automobile and 
truck frames, water heaters, animal feeding systems 
and petroleum meters. The markets the company serves 
range in size from less than $5 million annually to 
several hundreds of millions of dollars. 

On the next five pages some of the company’s 
growth markets are discussed in detail. It is not 
possible in this annual report to discuss all of the 
company’s markets, so a selection has been made from 
those which hold outstanding growth potential or 
in which A. O. Smith is growing at a faster rate than 
the market. 

The purpose of this discussion is to indicate the 
diversity of the products and markets of the company. 
The following pages should also indicate that the 
nature of the company is changing — from a process 
oriented company to one which is more product and 
market oriented. No longer does A. O. Smith depend 
largely upon process improvements to compete in the 
market place. It also competes on the basis of quality, 
service, delivery, uniqueness of design and on its ability 
to produce new products to fill market demands. 

The changing nature of the company was evident in 
1970. While many segments of the economy performed 
poorly, several A. O. Smith divisions — those that 
serve growth markets — set sales records. 


Ail 


28 


HERMETIC MOTORS 
For Residential and Commercial Air Conditioning and Refrigeration Applications 
$ Millions 


CAGR — Compound Annual Growth Rate 
Market Source: Census MA-36H, Current Industrial Reports 


AOS has about 15% of the hermetic motor market 
for air conditioners. 


Hermetic motors account for about 60-65% of total AOS 
motor sales. 


The fractional motor market (not shown on chart), in which 
AOS participates, is estimated at $250 million in 1970. 


Total sales of AOS U. S.-made electric motors in 1970 were 
about $54 million, up from $45 million in 1969, and 
$21 million in 1965. 


Bull Motors, a U. K. subsidiary, sold approximately $5 
million in electric motors in 1970. 


HERMETIC MOTORS 


A. O. Smith has captured a strong position in 
one of the fastest growing markets in industry today — 
hermetic motors for air conditioning and refrigeration. 


Some 60 to 65% of the electric motors produced by 
A. O. Smith are hermetic. Most of these are sold 
to compressor manufacturers and to original equipment 
manufacturers of air conditioning and refrigeration 
equipment. 

The central air conditioning market, serving primarily 
large industrial and commercial building complexes, 
has a compound annual growth rate of 13%. The unitary 
air conditioning market, which is central air conditioning 
for homes and small commercial buildings, has a 
compound annual growth rate of 16.9% and the market 
for small room units registered a 13.8% compound 
annual growth rate. 


Current estimates indicate that the market for 
unitary air conditioning will increase at a rate of 14% 
through 1975 and window units at an 8 to 10% rate. 


The installation of air conditioning systems in homes 
and offices, which in the past had been considered 
a luxury, is now becoming a necessity. So the air 
conditioning market has not been adversely affected by 
the decline in the housing market. The older home, 
apartment and commercial building furnish perhaps the 
most important base for increasing air conditioning 
sales, and therefore the sale of hermetic motors. 

And strong advances in apartment construction and the 
continued high volume of mobile home completions 
provide another expanding market for the air 
conditioning industry. 

Nearly 40% of all new homes are built with air 
conditioners each year, and the rate is increasing. In 
1969, 42% of all wired homes had some form of 
air conditioning but only 10% had unitary systems. 

In 1969, unitary shipments amounted to 1.6 million units 
and it is forecasted that the level will reach 4.5 
million units by 1975, an increase of 180%. 


ELEVATORS 


A. O. Smith’s subsidiary, Armor Elevator Company, 
Inc., is one of only four elevator companies in the U. S. 
which manufactures all three types of elevators — 
geared, gearless and hydraulic, and is the second largest 
elevator manufacturer in Canada. Armor currently 
has about 5% of the U. S. market and more than 20% of 
the Canadian market. 

Several economic factors are prominent today which 
indicate a continuing demand for high rise construction— 
both residential and commercial. These factors include 
the current critical housing shortage in the U. S. and the 
continuing migration of the population to urban areas. 

In addition, the number of young families — in the 20-30 
age group — continues to increase. And the high cost 
and scarcity of land, particularly in urban areas, 
encourages high rise construction. 

New elevator contracts in the U. S. during 1970 
reached about $460 million and are expected to reach 
$600 million by 1980, according to the National Elevator 
Industry. Armor has an opportunity to take particular 
advantage of this growth because of its manufacturing 
capabilities and because the company is moving 
rapidly to expand its market coverage by establishing 
new sales and service facilities in major U. S. and 
Canadian cities. 

The new elevator construction market is growing in 
the U. S. ata compound annual rate of 8% and in 
Canada at 11%. Armor’s growth currently exceeds the 
industry rate in both countries. 


NEW ELEVATOR CONSTRUCTION 
$ Millions 
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CAGR — Compound Annual Growth Rate 


Market Source: Domestic — National Elevator Industry 
Canada — Canadian Electrical Mfgrs. Assn. 


Armor has about 5% of the U. S. elevator market. 


Armor is the second largest elevator manufacturer in Canada 
with about 20% of the market. 


Armor is one of only four U. S. companies capable of 
manufacturing the three main types of elevators — hydraulic, 
geared and gearless. 


Total sales of Armor, both U. S. and Canada, including 
new construction and service, were about $43 million in 
1970, compared to about $32 million in 1969. 
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WATER HEATERS 
$ Millions 


MARKET 


Commercial 


Residential 


Commercial 


CAGR — Compound Annual Growth Rate 
Market Source: Gas Appliance Manufacturers Ass’n. 


AOS is the largest manufacturer of commercial water heaters, 
with about 20% of the market. 

AOS is one of the three largest manufacturers of residential 
water heaters, with about 11% of the market. 

12.7% sales increase in residential water heaters in 

1970 over 1969 due mainly to large replacement business. 


WATER HEATING 


The growth rates for residential and commercial water 
heating equipment are not particularly outstanding. Yet 
A. O. Smith has consistently out-performed these 
markets. The company is the largest U. S. manufacturer 
of commercial water heaters, with about 20% of 
the market and is one of the three largest manufacturers 
of residential water heaters, with a market share of 
about 11%. 

The compound annual growth rate for the commercial 
water heater market is 4.1%, with total annual sales in 
1970 of about $45 million. Future growth will come from a 
number of areas, but one promising development is 
the increased number of swimming pools using water 
heaters. Of the estimated 91,000 swimming pools 
installed in 1969, nearly half had water heaters as 
original equipment. The market for swimming pool 
heaters should see substantial growth during the next 
few years because of the expected increase in residential 
housing construction, better money supply and credit 
conditions and the trend for Americans to expend 
disposable income on leisure activities. 

While the residential market for water heaters 
is growing at a modest annual rate of 3.1%, A. O. Smith 
increased its sales some 12.7% in 1970 over 1969. 

Much of A. O. Smith’s growth is due to concentration on 
the replacement portion of the market. 

Since a significant increase in housing starts is 
generally forecast in the 1970’s, even further growth can 
be expected from this $200 million a year market. 


FOOD WASTE DISPOSERS 


A. O. Smith entered the home appliance market in 
1970 with a complete line of food waste disposers. There 
are seven different models in the line, all with unique 
design characteristics which provide a competitive edge fae PANU ERC TUBERS FOCO WASTE DIBEOSER SUPMENTS 
in this fast growing market. re) 

The American Home Appliance Manufacturers ied 
Association has estimated that the disposer market will 
grow from less than 2,000,000 units sold annually today, 
to nearly 4,500,000 units in 1980. Retail gross sales are 
expected to increase from $120 million to $280 million in 
that same period. 

The greatest source for this projected growth comes 
from the sale of disposers into homes and apartments 
where they have never before been installed. But in 
addition, the replacement market will also be substantial. 
In 1970, an estimated 1,260,000 disposers were initial 
installations, while another 775,000 replacement units 
were sold. By 1980, approximately 47% of all disposers 
sold annually will be in the replacement portion of 
the market. 

Currently, slightly more than 20% of U. S. homes have 
food waste disposers and by 1980 this figure is expected 
to reach 50%. Historically, every home appliance that 
has broken through the 20% saturation level, which the 
disposer did in 1970, has continued on up. 

A. O. Smith can exploit the new installation and 
replacement segments of the market. The company has 
a network of more than 600 plumbing wholesalers 
who already know of the quality and reliability of 
A. O. Smith water heating products. This is the channel 
through which the company will distribute its disposers. 
Nearly 50% of all disposers are sold today through 
plumbing contractors, whose principle source of supply By 1980, a total of more than 36,000,000 disposers will be in 
is the plumbing wholesaler. use in the U.S. 

49.3% of all disposers are sold by plumbing contractors. 
Disposers last an average of 10 years. 


CAGR — Compound Annual Growth Rate 
Market Source: American Home Appliance Manufacturers 
Association 
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TOTAL VALUE OF FARM MACHINERY 


AND EQUIPMENT IN PLACE 
AVERAGE ACRES PER FARM 1950-1969 
1950-1969 (billions of $) 


== a! = . a = (:' eee : : = = 
1950 52 54 56 58 60 62 64 66 68 70 72 74 76 78 1950 52 54 56 58 60 62 64 66 68 70 72 74 76 
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PRODUCTIVITY HARVESTORE SALES 
FARM OUTPUT $/MANHOUR 1950-1969 
1950-1969 (Millions of $) 


oles Paes 


= = 0 
1950 52 54 56 58 60 62 64 66 68 70 72 74 76 78 1950 52 54 56 58 60 62 64 66 68 70 72 .74 76 7 


Source: Charts (1), (2) U. S. Dept. of Commerce ‘1970 Statistical Abstract of the U. S.” Chart (3) derived from charts 931 & 942 therein. 


These four charts graphically portray the dramatic 20-year 

trend of agricultural mechanization and, through the Harvestore, 
A. O. Smith’s role in this agribusiness revolution. Bigger 

farms normally mean larger per farm investments. And these 
larger investments facilitate increases in productivity. 

The Harvestore, and its related line of feed lot and feed room 
automation equipment, plays a major role in increasing 

farm productivity. 


CENTER-PIVOT IRRIGATION SYSTEMS 
$ Millions 
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LAYNE & BOWLER 


CAGR — Compound Annual Growth Rate 
Market Source: A. O. Smith Market Study 


Acres under center pivot type irrigation will increase 

from about 660,000 in 1967, to nearly 4,000,000 in 1980 — 
a growth of some 490%. Center pivot irrigation will 

grow from 9% today to 25% of the total acreage under 
sprinkler irrigation. 


Within the broad agricultural market, A. O. Smith 
serves two highly specialized areas — animal feeding 
and center pivot irrigation, through its subsidiaries, 

A. O. Smith Harvestore Products, Inc. and Layne 

& Bowler Pump Company. While many other 

areas of the agricultural market have shown little or 
no growth in recent years, A. O. Smith markets have 
been growing rapidly. This growth is expected to 
continue. 

The Harvestore was developed 22 years ago in 
response to a need by farmers to more efficiently store 
crops for feeding beef cattle, dairy cows and hogs. 

The success of the system lies in its ability to automate 
the farmyard at a time when the survival of many 

farms depends upon the ability of the farmer to increase 
his productivity. 

It is difficult to make a statistical analysis of the 
market for Harvestores, but the trend toward fewer but 
larger farms, an increasing demand for beef on the 
dinner table and the overwhelming necessity for farmers 
to increase productivity, all indicate continued good 
growth for this product. And since the company is by far 
the largest manufacturer of automated feeding systems, 
its growth will continue to be sizable. This is a case 
where A. O. Smith has created a unique growth market 
of its own. 

The growth of center pivot irrigation is forecast at 
490% between 1967 and 1980. This is an increase from 
660,000 acres under center pivot type irrigation in 
1967, to nearly 4,000,000 in 1980. Dollar sales of center 
pivot systems are forecast to move from $15 million to 
nearly $50 million in that same period. 

Much of this growth is expected in the southeast, the 
midwest and the east coast areas which have not 
yet been fully exposed to an aggressive marketing 
effort. 

Layne & Bowler’s Raincat center pivot system can 
irrigate 150 acres at the touch of a button and thereby 
reduce labor and water costs while at the same time 
providing a better and more flexible water distribution 
pattern. 

Agronomists have estimated that irrigation has the 
potential to add to a farmer’s income by as much as $50 
to $125 per acre of corn, $50 to $300 per acre of 
pasture and $25 to $75 per acre of hay — powerful 
arguments for the increased use of irrigation. 
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DIVISIONS 


Automotive Division 

Milwaukee, Wisconsin; Granite City, Illinois 

Passenger automobile frames and structural parts; truck, bus 
and trailer frames; wheel suspension control arms — 


Railroad Products Division 

Milwaukee, Wisconsin 

Hydra-Bufft™ and Cushion Ride™ freight car hydraulic 
cushioning devices; steel running boards and brake steps for 
freight cars; Boxweld brake beams; other brake equipment; 
structural sign frames — 


Electric Motor Division 

Tipp City, Ohio; Mount Sterling, Kentucky 

Custom engineered motors for manufacturers of air 
conditioning, heating and commercial refrigeration equipment, 
domestic dishwashers, home water pumping systems and 
other specialized products — 


Clark Control Division 

Cleveland, Ohio; Lancaster, South Carolina 

Clark packaged drives and drive systems for industrial processes; 
electrical controls for industrial and commercial applications — 


Meter Systems Division 

Erie, Pennsylvania 

Positive displacement and turbine meters with accessories for 
liquid flow; liquid control valves; static charge measurement 

and reduction devices; remote electronic and electro-mechanical 
readout instruments; gasoline pumps; self-service dispensing 
systems; electronic key and card control fluid handling and data 
acquisition systems for petroleum loading and fleet fueling — 


Consumer Products Division 
Kankakee, Illinois; Stratford, Canada 


Permaglas® and Glascote® residential and commercial water 
heaters; Burkay® commercial and industrial water heaters; 
swimming pool heaters; glass-lined storage tanks; 

hydronic heating equipment; food waste disposers — 


Glass Coating Division 
Milwaukee, Wisconsin 
Glass coating — 

Data Systems Division 
Milwaukee, Wisconsin 

Data processing services — 


Product Service Division 
Chicago, Illinois; Atlanta, Georgia; Union, New Jersey 


SUBSIDIARIES* 


Layne & Bowler Pump Company 
Los Angeles, California 


Raincat® automated center pivot irrigation systems; 
vertical turbine pumps — 


Armor Elevator Company, Inc. 

New York, New York; Louisville, Kentucky; Los Angeles, California 
Armor Elevator Canada Limited 

Toronto and Vancouver, Canada 


Complete geared, gearless and hydraulic elevator 
systems; elevator controls and signal systems; elevator door 
operators and accessories — 


A. O. Smith Harvestore Products, Inc. 
Arlington Heights, Kankakee and Eureka, Illinois; 
Elkhorn, Wisconsin 


Harvestore® glass-fused-to-steel farm storage systems; 
Liquid manure handling and utilization systems; automated 
livestock feeding equipment — 


A. O. Smith Meter Systems GmbH 

Hamburg, Germany 

Petroleum meters; valves; strainers; air eliminators — 

Canadian Controllers Ltd. 

Scarborough, Canada 

Clark packaged drives and drive systems for industrial processes; 
electrical controls for industrial and commercial applications — 
Bull Motors Limited 

Ipswich, Suffolk, England 


Electric motors for elevators, fans and pumps and 
industrial use; hermetic motors for air conditioning and 
refrigeration industry — 


AgriStor Credit Corporation 
Milwaukee, Wisconsin 
Installment financing — 


AFFILIATES* 

Manufacturas Metalicas Monterrey, S. A. 

Monterrey, N. L., Mexico 

Truck frames; bumpers for pickup trucks; assembled passenger 
car frames; automotive stampings — 

Tada-Smith Company, Ltd. 

Osaka, Japan 

Residential water heaters and glass-lined hot water storage 
tanks — 

A. O Smith Corporation Of Texas 

Houston, Texas 

Welded line pipe — 

A. O. Smith-Inland Inc. 


Powder Metallurgy Division 
Milwaukee, Wisconsin 


EMP® molding-grade steel powder for precision 
parts for automotive, appliance and other industries; 
electrode-grade iron powder — 


Reinforced Plastics Division 
Little Rock, Arkansas 


Silver Thread,™ Red Thread,® Green Thread,® 
Chemline® and Poly Thread® glass fiber reinforced epoxy 
and vinylester pipe and fittings; glass fiber reinforced 
electrical and industrial products — 


Howard Harvestore Ltd. 

Harleston, Norfolk, England 

Harvestore livestock feed and storage systems — 

Layne & Bowler (Australasia) Pty. Ltd. 

Villa Wood, New South Wales, Australia 

Turbine pumps; spray irrigation equipment — 

Layne-Bowler Dik Turbin Pompalari, Sanayi ve Ticaret A. S. 
Ankara, Turkey 

Turbine pumps — 

*Of A. O. Smith or its subsidiaries PRINTED IN U.S.A. 


mith 


BE OVR POR AG Ee IN 


A. O. SMITH CORPORATION P.O. BOX 584 MILWAUKEE, WISCONSIN 53201 (414) 873-3000 


